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1GENERAL A CCOUNTING OFFICE
Proposed rev ision s to  the Standards fo r  Audit o f  Government O rganizations, Programs,
A c t iv i t ie s , and Functions, a lso  known as the “Yellow  Book," w i l l  be the subject o f
fo u r p u b lic  h e a rin g s  sch ed uled  by th e  GAO (see th e  4/8/87 Fed. Reg., p. 11341
and th e  3/30/87 Wash. Rpt.). The h e a rin g s  w i l l  be conducted b y GAO's A ccounting 
and Financial Management D ivision and members o f  the Auditing Standards Advisory 
Council. The hearings w i l l  be held  6/3/87 in  Washington, DC; 6/9/87 in Phoenix, 
AZ; 6/23/87 in  D a lla s , TX; and, 7/2/87 in  New O rlean s, LA. Those in te r e s te d  in  
te s t i fy in g  should contact Mr. W.A. Broadus a t  the GAO at 202/275-9425.
S ECURITI ES AND EXCHANGE COMMISSION
A concept re lease  on accounting m atters re la tin g  to  Management’s Discussion and
A nalysis (MD&A) in  re g is tra tio n  statements f i le d  w ith the SEC was approved fo r
p ub lic  comment by a 4 to  1 vote by the Commission 4/16/87 a t  an open meeting. The
release  w i l l  s o l i c i t  p ub lic  comment on proposals th at MD&A include more s p e c if ic  
and focused d isclosu re o f  business r isk s , be approved by the board o f  d irecto rs  o f 
a company, and be reviewed by independent auditors, according to  the Commission. 
I t  w i l l  a lso  provide in te rp re tiv e  guidance as to  e x is tin g  requirements. Public 
comments w i l l  a lso  be sought on the e f fe c t  o f  the proposal on l i t ig a t io n  against 
auditors and others involved in  MDSA, and whether auditors are q u a lifie d  to  audit 
a l l  form s o f  r i s k  d is c lo s u r e . The p rop o sa l i s  exp ected  to  be p u b lish ed  by the 
Commission in  about a week.
TREASURY, DEPARTMENT  OF
P en alties fo r  underpayment o f  estim ated tax  by e sta te s  and tru s ts  w i l l  be waived in
ce rta in  circum stances, according to  IRS Notice 87-32. The Tax Reform Act o f 1986
requires esta te s  and tru s ts  to  pay estim ated tax  in stallm en ts before 7/1/87. The 
IRS s a id  th a t  th e  p e n a lty  g e n e r a l ly  w i l l  be w aived i f  f id u c ia r i e s  make a good 
fa ith  effort, to  determine the amount o f  the required in stallm en t and make a tim e ly  
payment o f  the tax. In the form o f  questions and answers, the n otice  se ts  forth  
th e  due d a te s  fo r  e stim a te d  ta x  paym ents o f  an e s t a t e  o r t r u s t  w ith  a sh o rt ta x  
year. I t  a lso  provides ru les fo r  determining the annualized taxable income o f  an 
e sta te  or tr u s t  th at must make in stallm en t payments. N otice 87-32 is  scheduled 
fo r p ub lication  in  Intern al Revenue B u lle tin  1987-17, dated 4/27/87.
A pplications fo r  exemptions from self-employment taxes f i le d  by m in isters, members o f
a re lig io u s  order who are not under a vow o f  poverty, and C h ristian  Science
p ra ctitio n e rs  are the su bject o f  temporary and proposed regulations issued by the
IRS (see  th e  4/15/87 Fed. Reg., pp. 12161-63 and pp. 12194-95). The tem porary 
r e g u la t io n s , r e s u lt in g  from p assage o f  th e  Tax Reform A ct o f  1986, p ro v id e  th a t  
a p p lic a t io n s  fo r  exem ptions from self-em p lo ym en t ta x e s  b y the above m entioned 
in d iv id u a ls  must in c lu d e  a sta tem en t th a t  th e  a p p lic a n t  has inform ed th e 
ordaining, commissioning, or lice n sin g  body o f  the church or order th at he or she 
i s  con scien tiou sly  opposed, or opposed on re lig io u s  p rin c ip le s , to  the acceptance 
o f any public insurance th a t makes payments in  the event o f  death, d is a b il ity , old 
age, o r  re tire m e n t, or makes paym ents tow ard th e  c o s t  o f , or p ro v id e s  s e r v ic e s  
for, medical care. A pplications fo r the exemption must be made on Form 4361. The 
IRS s a id  Form 4361 i s  l i k e l y  to  be r e v is e d  to  in c lu d e  th e  sta tem en t d e scrib e d  
above, b u t i f  th e  form does not in c lu d e  th e  sta tem en t, a se p a ra te  accompanying 
sta tem en t must be a tta ch e d  to  th e  form. The r e g u la t io n s  are  e f f e c t i v e  w ith  
re s p e c t  to  a p p lic a t io n s  f i l e d  a f t e r  12/31/86. Comments on th e proposed 
regulations are due 6/15/87. I f  further inform ation i s  needed a fte r  reading the 
temporary and proposed regulations, p lease contact Mr. Robert E. Shaw a t the IRS 
a t  202/566-3297.
2TREASURY, DEPARTM E N T
Guidance on changes made fo r  scholarship  and fe llo w sh ip  grants by the Tax Reform A ct
o f  1986 i s  provided in  a n o tice  issued rece n tly  by the IRS. Notice 87-31 provides
th at only scholarship and fe llow sh ip  amounts used fo r  1) tu it io n  and fees required 
fo r enrollm ent or attendance a t  an educational organization, or 2) Books, supplies 
and equipm ent re q u ired  fo r  co u rse s  o f  in s tr u c t io n  a re  e x c lu d ib le  from  th e  
r e c ip ie n t 's  g ro ss  income. Amounts used fo r  o th e r  expen ses, such as  room and 
board, a re  in c lu d ib le  in  income. The above changes a p p ly  to  ta x a b le  y e a r s  
beginning a fte r  12/31/86, but only to  scholarships or fe llo w sh ip s  granted a fte r  
8/16/86. N o tice  87-31 a ls o  a d v is e s  th a t  r e g u la t io n s  w i l l  be is s u e d  w hich w i l l  
g e n e r a lly  r e l i e v e  a g ra n to r  o f  a s c h o la r s h ip  and fe llo w s h ip  g ra n t o f  th e  
o b lig atio n  to  f i l e  an inform ation return, Form 1099, or w ithhold income taxes or 
employment taxes. However, to  the extent th a t amounts received as a scholarship  
or fe llow sh ip  grant are fo r teaching, research or serv ices , such amounts w i l l  be 
treated  as wages. In such cases, the grantor w i l l  be required to  f i l e  Form W-2, 
Wage and Tax Statem en t, fo r  such amounts and w ith h o ld  income ta x e s  and any 
a p p lic a b le  employment ta x e s . N o tice  87-31 w i l l  appear in  In te r n a l Revenue 
B u lle tin  1987-17, dated 4/27/87.
M inisters and members o f  the uniformed serv ices  who rece ive  ta x -fre e  housing
allowances w i l l  be perm itted to  deduct mortgage in te re s t  and property taxes on
t h e i r  homes, th e  IRS announced r e c e n t ly  in  Rev. Rul. 87-32. The IRS noted th a t  
i t s  ru lin g  i s  based on a provision  in  the Tax Reform Act o f 1986 which s ta te s  th at 
r e c e ip t  o f  a parsonage a llo w a n ce  by a m in is te r  or a t a x - f r e e  housin g or 
su b s is te n c e  a llo w an ce  by a member o f  th e  uniform ed s e r v ic e s  w i l l  not t r i g g e r  
d e n ia l o f  a d ed u ction  fo r  m ortgage in t e r e s t  o r  r e a l  p ro p e rty  ta x e s  on th e  
in d iv id u a l ’ s home. T h is p r o v is io n  a p p lie s  to  p a s t  ta x  y e a rs  as w e l l  as c u rre n t 
and future years, the IRS said. The Service advised m in isters and members o f  the 
uniformed serv ices  to  f i l e  an amended return— Form 1040X— i f  mortgage in te re s t  or 
p ro p e rty  ta x e s  were not c la im ed  on a ta x  re tu rn  f i l e d  fo r  a p r io r  y e a r  and 
c la im in g  them would mean le s s  ta x . An amended re tu rn  m ust g e n e r a lly  be f i l e d  
w ithin  three years from the date the taxpayer's return was f i le d  or two years from 
when the tax was paid, whichever i s  la te r . Rev. Rule. 87-32, which m odifies Rev. 
Rul. 83-3, w i l l  be published in  Internal Revenue B u lle tin  1987-17, dated 4/27/87.
Commenting th a t w hile we have produced "the fa ir e s t  and most far-reachin g ta x  package
in  30 y e a r s ," IRS Com m issioner Lawrence Gibbs ca u tio n e d  w hether ta x  reform  
succeeds i s  a function o f  "how w e ll we communicate the tax  reform message to  the 
American people." Commissioner Gibbs to ld  the Texas Council on Economic Education 
4/10/87 th a t  i f  th e agency does not d e l iv e r  t o  th e  ta x p a y e rs  th e  ta x  reform  
answers they need, the p ublication s they want and the explanations they deserve, 
"tax reform won't be worth the paper i t ' s  w ritte n  on." T rad itio n ally , the IRS has 
been a v a i la b le  to  th e  ta x p ay er to  answer q u e stio n s , th e  Com m issioner s a id , b u t 
a v a i l a b i l i t y  i s  no lo n g er enough. Customer s a t i s f a c t i o n  i s  c r i t i c a l  t o  th e  
su rviva l o f  the voluntary tax  code, and to  achieve th is , Gibbs said, the IRS must 
m o tiva te  i t s  p eople  to  be custom er o r ie n te d . As an exam ple o f  th e  a g en cy 's  
rea ch in g  out to  ta x p a y e rs , Gibbs c i t e d  th e  f a c t  th a t  s in c e  O ctober 1 , "we have 
reached about 600,000 taxpayers." He said  over 352,000 people have p a rtic ip a ted  
in W-4 outreach sessions, the majority since the first of this year, and 153,000 
ta x p a y e rs  have a tten d ed  a lm ost 3,000 ta x  reform  s e s s io n s  n atio n w id e. Another 
2,000 ta x p a y e rs  have a tten d ed  more g e n e ra l s e s s io n s  p rovid ed  t o  h e lp  in  th e 
p re p a ra tio n  o f  re tu rn s  o r to  g iv e  guidance on th e  1986 re tu rn s , G ibbs t o ld  th e  
group. "I  b e l ie v e  th e se  numbers dem onstrate th e  push we have g iv e n  to  our 
o u treach  program ," he s a id . Not l im it in g  th em selves to  "the w r it te n  w ord," IRS 
p erson n el have p a r t ic ip a te d  in  hundreds o f  c a l l - i n  program s on ra d io  and 
t e le v i s i o n ,  s in c e  January, and w i l l  con tin u e  to  sch ed ule such appearances even
3a f t e r  th e  A p r i l  15th  ta x  d e a d lin e , Gibbs s ta te d . But th e re  i s  an other s id e  to  
the IRS' promotion o f customer s a tis fa c tio n , according to  Commissioner Gibbs, and 
th at i s  the m otivation o f the agency's own employees. The IRS, he said , i s  try in g  
to  "n urtu re i t s  people" and to  be concerned about them as p eo p le  and not ju s t  
w orkers, so  th a t  th ey , in  tu rn , have a g r e a te r  w i l l in g n e s s  " to  buy in to  g r e a te r  
s e n s it iv ity  to  our customers, the American people." Commissioner Gibbs noted th at 
the IRS is  a lso  looking fo r inform ation from taxpayers and p ra ctitio n e rs  about 1) 
w hether some p a r t  o f  th e  IRS system  i s  b re a k in g  down; 2) w hether some IRS 
i n t e r p r e t a t i o n  o f  th e  la w  i s  in a c c u r a t e ;  3) w h e th e r  th e  IRS i s  a d d in g  
u n n e c e s s a r ily  to  th e paperwork burden; and, 4) b e t t e r  ways to  check fo r  
noncom pliance than th e methods c u r r e n t ly  b e in g  used by the IRS. A g r e a t  d e a l, 
Commissioner Gibbs said , "depends on the q u a lity  o f  dialogue between us."
W H ITE HOUSE
Small Business Week has been designated as the week o f  5/10-16/87 by President Ronald
Reagan. In p ro c la im in g  t h is  week honoring sm a ll b u sin e ss  owners in  the U nited 
S tates, President Reagan said , "An e sse n tia l p art o f  our h eritage  as Americans is  
our fr e e  e n te r p r is e  system . The c r e a t i v i t y ,  co n fid e n ce , and s k i l l s  o f  sm all 
business men and women h elp  ensure th at America w i l l  continue to  grow and prosper 
in  freedom  and o p p o rtu n ity ,"  he s ta te d . "That i s  a source o f  g r e a t  p r id e  to  
e v e ry  American."
In a re la ted  action , Small Business Adm inistrator James Abdnor announced th at 
the "overa ll dramatic increase in  entrepreneurship we have seen in the past few 
years" i s  a r e fle c tio n  o f an increase in  procurement a c t iv i t y  by women business 
owners. Women who own and operate sm all businesses contracted for more than $1.6 
b i l l i o n  in  F ed e ra l prim e c o n tr a c t  awards in  1986, up from $1.3 b i l l i o n  in  th e 
p re v io u s  ye a r , acco rd in g  to  th e SBA. A d m in istra to r  Abdnor noted th a t  th e  SBA's 
s t a t is t i c s  "show th at women are sta rtin g  new businesses a t a ra te  double the rate  
fo r  men."
For further information contact Shirley Twillman or Joseph Petito at 202/872-8190.
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